
Identify The Bond Being Hedged By 

The Swap 



Determine Swap Amount Being Issued 
And Use Same Amount For Bond 



i 



Determine Maturity Of Swap 



i 



Calculate Present Value Of A One 
Basis Point Change In Swap Yield 



v 



Calculate Present Value Of A One 
Basis Point Change In Bond Yield 



I 



Compute Compensatory Hedge Ratio 



Repeat Steps 130-150 For Each 
Predetermined Period Of Time Of The 
Swap Maturity Schedule 



zom 



S i 



y 




bond ? s market value^|g^ 
vala/tion drivers. 

e SW2£_M 1 

basi§ 



iount ot bona 
and bond 



tarized in theWxt cj 



dollar va*ue^^^ 
'he detail^alciHations are m 

X 

Value of 1 BP 



Exhibit 1 
4 year Swap 

4 year Bond 

Exhibit 2 

5 year Swap 

7 year Bond 

Exhibit 3 

6 year Swap 

8 year Bond 



A t Initial Date 

$36,125 
$36,185 



^fTg-examples^are sui 
ibit titled "Comfea^ry^Ratio Analyst 

Value of 1 BP 
\n/itb 19 Months Remaininj 



$ 9,730 
$ 9,734 



$46,546 
$65,181 



$ 9,726 
$27,313 



$56,887 
$64,013 



$ 9,726 
$23,052 




Exhibit 4 
7 year Swap 
10 year Bond 

Hedge Ratio 



$54,921 
$71,574 




Exhibit 1 
Exhibit 2 
Exhibit 3 
Exhibit 4 



At Initial Date 

99 8% ($36,125 / $36,185) 
71 4% ($46,546/ $65,181) 
88 9% ($56,887/ $64,013) 
76.7% ($54,921 / $71,574) 



lo 



$ 9,653 
$36,005 

•250 

y/;th 1 9 Months Remaining 

100.0% ($9,730/59,734) 
35.6% ($27,313/ $9,726) 
42.2% ($9,726/ $23,052) 
26.8% ($9,653 / $36,005) 

lge has a greater dollar impact on a 
,unt can be hedg\d by a^iven swap 



c hedge ratios are logicaL An j*""*^ 
^^tOrf&nH So^rtesser bona^rotionai d 

^ X i «^Tt rt HpterKainWie bond ^tionapaeing 



Calculation 



0 ^~'51i3 ; ' , 'HS 




•f_*L I. tf ni tti Ji 




No.of 



Compensatory Hedge 

3 4 
InitFmJ pay rata Adj. pay rata 
Swap Swap 







Months 


PV of Profit 


V of AdL Profit 


PV of 1 BP 




4-Jan-99 














V,^"^ J r.K'i':| 


so 


-$36,125 


$36,125 




feb 


47 


$0 


-$35,445 


$35,445 




mar 


46 


$0 


-$34,762 


$34,762 




apr 


45 


$0 


-$34,076 


$34,076 




may 


44 


so 


-$33,387 


$33,387 




jun 


43 


so 


-$32,695 


$32,695 




Jul 


42 


so 


-$32,000 


$32,000 




aug 


41 


so 


-$31,303 


$31,303 




sap 


40 


so 


-$30,602 


$30,602 




oct 


39 


so 


•$29,898 


$29,898 




nov 


36 


so 


-$29,192 


$29,192 




dec 


37 


so 


-$28,482 


$28,482 


: — 1 


Jan 2000 


36 


so 


-$27,769 


$27,769 




feb 


35 


so 


-$27,054 


$27,054 


. -~" L 


mar 


34 


so 


•$26,335 


$26,335 


t ; 


apr 


33 


so 


•$25,613 


$25,613 


Si 


may 


32 


so 


-$24,888 


$24,888 


i - i 
i - * 


jun 


31 


so 


-$24,161 


$24,161 




Jul 


30 


$0 


-$23,430 


$23,430 


j : : 


aug 


29 


so 


-$22,696 


$22,696 


f J I 


sep 


28 


so 


-$21,958 


$21,958 




oct 


27 


so 


-$21,218 


$21,218 


? ** 


nov 


26 


$0 


-$20,475 


$20,475 




dec 


25 


so 


-$19,728 


$19,728 


* iiW 


Ian 2001 


24 


$0 


-$18,978 


$18,978 


:• 


feb 


23 


$0 


-$18,226 


$18,226 


: si? 


mar 


22 


so 


-$17,469 


$17,469 


!~ i 


apr 


21 


so 


-$16,710 


516.710 


may 


20 


so 


-$15,948 


$15,948 




jun 


19 


so 


-$15,182 


$15,182 




Jul 


18 


so 


-$14,413 


$14,413 




aug 


17 


so 


-$13,641 


$13,641 




sep 


16 


so 


-$12,865 


$12,865 




oct 


15 


so 


-$12,086 


$12,086 


; i 


nov 


14 


so 


-$11,304 


$11,304 




dec 


13 


so 


-$10,519 


$10,519 




jan too I 


12 


so 


-$9,730 


$9,730 




feb 


11 


so 


-$8,938 


$8,938 




mar 


10 


so 


-$8,142 


$8,142 




apr 


9 


so 


-$7,344 


$7,344 




may 


8 


$0 


-$6,541 


$6,541 




jun 


7 


so 


-$5,736 


$5,736 




Jul 


6 


so 


-S4.927 


$4,927 




aug 


5 


so 


-$4,114 


$4,114 




sep 


4 


so 


-$3,298 


$3,298 




oct 


3 


so 


-$2,479 


$2,479 




nov 


2 


so 


-$1,656 


$1,656 




dec 


1 


$0 


-$830 


$830 




Jan i»o3 


0 


so 


$0 


$0 




No.of 
Months 



47 

46 

45 

44 

43 

42 

41 

40 

39 

38 

37 

36 

35 

34 

33 

32 

31 

30 

29 

28 

27 

26 

25 

24 

23 

22 

21 

20 

19 

18 

17 

16 

15 

14 

13 

12 

11 

10 

9 

8 

7 

6 

5 

4 

3 

2 

1 

0 



$101,813,328 

$101,813,328 

$101,779,464 

$101,745,444 

$101,711,269 

$101,676,937 

$101,642,448 

$101,607,801 

$101,572,995 

$101,538,030 

$101,502,905 

$101,467,619 

$101,432,172 

$101,396,562 

$101,360,789 

$101,324,853 

$101,288,752 

$101,252,485 

$101,216,053 

$101,179,454 

$101,142,687 

$101,105,752 

$101,068,648 

$101,031,374 

$100,993,929 

$100,956,313 

$100,918,525 

$100,880,563 

$100,842,428 

$100,804,118 

$100,765,633 

$100,726,972 

$100,688,133 

$100,649,117 

$100,609,922 

$100,570,548 

$100,530,994 

$100,491,258 

$100,451,341 

$100,411,240 

$100,370,956 

$100,330,488 

$100,289,835 

$100,248,995 

$100,207,968 

$100,166,754 

$100,125,350 

$100,083,758 

$100,041,974 

$100,000,000 



Compensatory H»dg« Rit» 
obtain«d by dtvtfjno Swid PV of 1 BP 
by Bond PV of 1 8P 



3>g 

V 
10 



PV at Initial 






Bond Yield 




Compensatory 


5.504% 


PV of 1 BP 




Hedoe Ratio 


$101,777,143 








$101,777,143 


$36,185 




99.8% 


$101,743,961 


$35,502 




99.8% 


$101,710,627 


$34,817 




99.8% 


$101,677,140 


$34,129 




99.8% 


$101,643,499 


$33,438 




99.8% 


$101,609,704 


$32,744 




99.9% 


$101,575,754 


$32,047 




99.9% 


$101,541,648 


$31,347 




99.9% 


$101,507,385 


$30,645 




99.9% 


$101,472,966 


$29,939 




99.9% 


$101,438,389 


$29,230 




99.9% 


$101,403,653 


$28,519 




99.9% 


$101,368,757 


$27,805 




99.9% 


$101,333,702 


$27,087 




99.9% 


$101,298,486 


$26,367 




99.9% 


$101,263,108 


$25,643 




99.9% 


$101,227,569 


$24,917 




99.9% 


$101,191,866 


$24,167 




99.9% 


$101,155,999 


$23,455 




99.9% 


$101,119,968 


$22,719 




99.9% 


$101,083,771 


$21,980 




99.9% 


$101,047,409 


$21,239 




99.9% 


$101,010,880 


$20,494 




99.9% 


$100,974,183 


$19,746 




99.9% 


$100,937,318 


$18,995 




99.9% 


$100,900,284 


$18,241 




99.9% 


$100,863,080 


$17,483 




99.9% 


$100,825,705 


$16,723 




99.9% 


$100,788,159 


$15,959 




99.9% 


$100,750,441 


$15,192 




99.9% 


$100,712,549 


$14,422 




99.9% 


$100,674,484 


$13,649 




99.9% 


$100,636,245 


$12,873 




99.9% 


$100,597,829 


$12,093 




99.9% 


$100,559,238 


$11,310 




99.9% 


$100,520,470 


$10,524 




100.0% 


$100,481,524 


$9,734 




100.0% 


$100,442,399 


$6,942 




100.0% 


$100,403,095 


$8,146 




100.0% 


$100,363,610 


$7,346 




100.0% 


$100,323,945 


$6,543 




100.0% 


$100,284,097 


$5,737 




100.0% 


$100,244,067 


$4,928 




100.0% 


$100,203,853 


$4,115 




100.0% 


$100,163,455 


$3,299 




100.0% - 


$100,122,871 


$2,479 




100.0% \ 


$100,082,101 


$1,656 




100.0% 


$100,041,145 


$830 




100.0% 


$100,000,000 


$0 
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Swap-Benchmark for Swap#1 6.xls 
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